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SUMMARY 


Kenya is in a period of economic transition from an exceptionally 
good period to difficult prospects for the foreseeable future. In 
1986, an excellent year, the Kenyan economy registered a 5.7 percent 
rate of real growth in Gross Domestic Product (GDP), compared to 4.4 
percent in 1985. In per capita terms GDP grew by 1.8 percent in 
1986, up from 0.5 percent the previous year. Both the overall and 
per capita economic growth rates were the highest since 1980. Four 
major factors accounted for last year's strong performance: record 
coffee exports at very high prices; world petroleum prices fell 
sharply, reducing Kenya's import bill; for the second consecutive 
year Kenya had excellent rains and record crop harvests; and the 
tourism sector had its best year ever in both numbers of visitors 
and earnings. Foreign donor governments also continued their 
generous support for Kenya. Kenya did not require International 
Monetary Fund (IMF) help and was able to show a significant balance 
of payments (BOP) surplus in 1986. 


Economic performance in the first half of 1987 and the prospects 
for the foreseeable future, however, are troubling. Coffee and 

tea prices have collapsed and world oil prices have rebounded, 
recovering half their 1986 fall. Kenya continues to be highly 
dependent on agricultural exports and subject to the vagaries of 
world markets. External factors largely determine Kenya's economic 
fortunes. The Kenyan Government has been warning publicly for 


several months that difficult times lie ahead, as evidenced by a 
recent drop in foreign exchange reserves and a return to an era of 
chronic balance of payments deficits and financing gaps. The budget 
deficit for the just ended fiscal year reached 5 percent of GDP. 
Population growth, despite some signs that the rate is abating 
slightly, continues to be the highest national growth rate in the 
world. The government is planning on 35-37 million Kenyans by 
century's end. Resource-poor and arid Kenya will be hard pressed to 
accommodate them. 


The government took advantage of its economic good fortune in 1986 
to sort out its economic priorities and publish its development 
strategy for the remainder of this century - the Sessional Paper on 
Economic Management for Renewed Growth. Concurrently the government 
streamlined its budgeting process in the hope of bringing recurrent 
spending under control, rationalizing its development project 
portfolio, and increasing the efficiency of government expenditures 
and investment. The development plan contained in the sessional 
paper emphasizes agriculture and rural based growth and stresses the 
role of the private sector in Kenya's development. The continuation 
of the sound fiscal and monetary policies that the government has 
followed since 1982 underlies its growth strategy. 


In terms of restructuring its economy Kenya is also in transition. 
The stage is set for it to use its hard earned fiscal and monetary 
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stability, accomplished with the help of three IMF programs in the 
past 5 years, as a basis to remove the serious structural constraints 
and bottlenecks in the economy in order to achieve a growth and 
development breakthrough. The Kenyan government is proceeding 
cautiously in implementing the policy program set forth in the 
Sessional Paper. It has moved relatively faster in agriculture, 
where it is in the middle of a comprehensive World Bank sector loan 
program that entails a broad array of reforms. In industry the 
government is just beginning to consider how to reorient production 
from the domestic market to exports, reverse the trend of declining 
investment, and deal with a host of inefficient parastatals. The 
govern- ment has said that it will expand the money market and 
invigorate the stock exchange, but has not yet started. It has been 
moving to strengthen Central Bank oversight and enforcement in the 
financial sector and to bolster the capital bases of many weak 
institutions. In order to create jobs for its rapidly growing labor 
force and spur real standard of living gains for its population, the 
Kenyan government will have to follow through wholeheartedly on the 
program contained in the Sessional Paper. In the meantime, Kenya 
remains a stable, relatively attractive market, with opportunities 
for sales in a number of areas and investment in agri-business. 


CURRENT ECONOMIC TRENDS 


Kenya experienced its best economic year in a decade in 1986, 
maintaining the steadily increasing rate of growth that began in 
late 1984 when the country emerged from Africa's devastating 
drought. Buoyed by high coffee prices, low petroleum prices, a 
record year in tourism, and a second consecutive bumper harvest, 
real gross domestic product grew by 5.7 percent, a healthy increase 
over the respectable 4.4 percent achieved in 1985. This is the 
first time Kenya has managed two consecutive years of positive 
growth in per capita GDP since the 1970's. Even more importantly 
total employment grew by 5.1 percent in 1986, which exceeded 4.5 
percent growth in the labor force for the first time in many years. 
The overall balance of payments showed a $120 million surplus. 


Unfortunately most of the factors responsible for 1986's impressive 
economic performance have reversed themselves during 1987, leading 
to a deceleration of growth and a return to a difficult fiscal and 
external payments situations. Coffee and tea prices are currently 
lower than they have been in years. The International Coffee 
Organization (ICO) is fractured by disarray among many coffee 
producer nations. As each producer scrambles to increase its share 
of the global quota, they are preventing a reintroduction of quotas 
that should firm up prices and bring them back into the ICO's target 
range of $1.20 to 1.40 per pound. World demand for coffee is now 
considerably below supply, so Kenya cannot take advantage of the 
quota suspension to reduce its costly stocks, equivalent now to 
about nine months of production. Kenya has also lost most of its 
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second largest market for tea, traditionally a major foreign exchange 
earner. Pakistan arbitiarily slashed imports of Kenyan tea in early 
1987, which combined with the oversupply of tea on the world market 
to drive prices at the Mombasa auction to their lowest levels since 
1983. Tourism in 1987 looks stable, with perhaps a slight rise in 
earnings but a flat trend in numbers of visitors. Increase in the 
safari business should offset a decline at the coast. And in 
agriculture, 1987 will be an average year, with the corn and wheat 
crops expected to be 10-15 percent below last year's record harvest. 


The financial indicators, too, reveal that Kenya is entering a 
difficult period. Foreign exchange reserves have fallen sharply so 
far this year and currently stand below KSH 6 billion ($365 million), 
or only about 2.3 months of import cover. The budget deficit for the 
July 1986 - June 1987 Kenyan fiscal year was 5 percent of GDP, well 
above the government's 3.8 percent target. Without large grants of 
foreign assistance the country could have experienced a full blown 
budget crisis. The outlook for the 1987-88 fiscal year is 
problematic, with much depending on the government's determination 

to reduce its outflow for education and health services and to solve 
the problems at the country's monopoly parastatal grain marketing 
organization, the National Cereals and Produce Board. Kenya is also 
finding itself in the position of having to watch its debt situation 
very closely. To date it has maintained an admirable record of 
assiduously and promptly meeting all of its debt service obligations. 
But as its foreign exchange earnings drop and its outstanding debt 
continues to mount, currently having reached about $3.8 billion with 


a debt service ratio of 37-38 percent of earnings from the export of 
goods and services, the government will have to exercise extreme 
caution and prudence in the future. 


ECONOMIC STABILIZATION AND STRUCTURAL ADJUSTMENT 


The Government of Kenya laid the foundation for growth in 1982 when 
it implemented a rigorous austerity program, with IMF assistance, to 
pull itself out of its 1981-82 budget and balance of payments crises. 
Kenya's fiscal and monetary situations are now stable, the Kenyan 
shilling exchange rate is moving flexibly, and the country's trade 
regime has been liberalized somewhat. However, for a burst of 
economic growth that is based on more than the vagaries of 
international commodity prices and the weather, the Kenyan 
government must institute some important structural reforms of its 
economy. The abundant food harvests of 1985 and 1986 provide the 
economy some breathing room. 


The Kenyan government took advantage of its economic good fortune 
the last 2 years to organize its priorities and publish a plan for 
growth and development for the rest of this century. This Sessional 
Paper No. 1 of 1986, "Economic Management for Renewed Growth," 
outlines the problems facing Kenya, proposes a sensible strategy to 
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overcome them, and is sufficiently broad in its scope to include the 
necessary linkages between sectors and reforms. It has become the 
basic reference point against which government efforts can now be 
judged. It calls for balanced rural-urban growth, places heavy 
emphasis of agriculture and related services and processing 
industries, and provides important government recognition and 
encouragement of the smallscale industry and the informal sector. 
The plan also deals with removing constraints to industrial 
development, investment, and healthy financial sector, as well as 
liberalizing the trade regime, increasing competitiveness by reducing 
protection, and boosting exports. Most encouraging of all, the 
Kenyan government clearly calls for an enhanced private sector role 
in the economy and looks toward the private sector as its engine of 
future economic growth. 


The Kenyan government has moved more cautiously to implement many of 
the Sessional Paper's reforms than many observers had hoped. In 
agriculture, where progress is most pronounced, the government is 
well along in a 2-year, $60 million World Bank loan program to revamp 
the sector. It has instituted a number of reforms and, with the 
important exception of dealing with its grain marketing problem, is 
well along the road toward creating a market-based agricultural 
sector. The government has also legislated several measures that 
should strengthen the capital bases of the country's huge number of 
banks and finance houses, as well as improve Central Bank oversight 
of them. It still is hesitating, however, in expanding Kenya's 
money market and invigorating the stock exchange, although it 
continues to express the intention to do so. The government is just 
beginning to turn its attention to the industrial sector and trade 
regimes. A World Bank team has analyzed the situation and provided 
a number of recommendations on appropriate reforms. Later this year 
and in 1988 we should see some movement in these areas. Finally, we 
have seen a number of indications that the government is actively 
considering how to spur domestic investment and attract additional 
foreign investment. Many observers are optimistic that a number of 
investment initiatives will be forthcoming in the next few months. 


THE DOMESTIC SETTING 


The benefits of economic growth are being negated for the vast 
majority of Kenyans by the 3.9 percent annual growth in the country's 
population, the highest in the world. A function of a moderate rise 
in fertility and a sharp decline in death rates during the past 30 
years, one-half of Kenya's population is under 15 years old. Every 
year about 400,000 school leavers enter the workforce, but only 10 
percent of them find jobs. The remaining 90 percent must be 
absorbed into an already saturated agricultural sector or join the 
ranks of the unemployed. The problem of feeding, sheltering, 
educating, and employing an anticipated 35-37 million people by the 
year 2000 is Kenya's greatest single development challenge. 
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The economy remains rurally based, with over 70 percent of Kenya's 
population deriving its livelihood from agriculture. Because of the 
increasing food requirements of its expanding population and the 
need for more foreign exchange earnings from exports of cash crops, 
cultivation has been expanded to marginal areas where productivity 
is declining. Only about 20 percent of Kenya's land, however, is 
suitable for tilling, thus requiring increasing productivity to keep 
up with demand. The record to date has not been encouraging. 
Fragmented land holdings, an increasing rate of environmental 
degradation, a high cost of imported agricultural inputs, and 
burdensome governmental involvement all act to reduce rising output. 


Besides land, people, and wildlife Kenya has few natural resources. 
Only soda ash, fluorspar, gemstones, and limestone are exploited 
commercially. Oil exploration efforts underway have not yet borne 
fruit. 


INTERNAL CONSTRAINTS 


Kenya still features a relatively open economy, has a large and 
vibrant private sector that accounts for about 65 percent of GDP, 
but is dependent on external financing to cover from 30 to 55 
percent of the Government of Kenya budget deficit. In the last 

10 years, following the collapse of the large East African community 
common market, the industrial growth rate also has declined. Poor 
performance in public sector enterprises and financial institutions 
and the necessity of providing them with large subventions from the 
budget have restricted the government's ability to mobilize greater 
resources for the private sector. Public sector borrowing consti- 
tutes an expanding 44 percent of total assets in the banking system. 
In 1986 credit to the government by the banking system rose by 48 
percent, compared to the private sector's increase of 17 percent. 
The government's increased borrowing was largely due to the diver- 
sification of the portfolio of government securities through the 
introduction of monthly issues of medium-term treasury bonds. In 
fiscal year 1987-88 the government expects to finance one-third of 
its budget deficit from external sources, so it will not crowd out 
the domestic private sector. 


Recent wage increases and rising oi] prices will limit the 
government's ability to hold inflation below the 10 percent average 
achieved in the 1984-1986 period. Kenya's labor force has changed 
rapidly. Whereas the development of human skills has increased 
quickly in recent years with the expansion of training facilities, 
labor costs have also gone up and industrial relations deteriorated 
somewhat as workers struggle to keep up with the rising cost of 
essentials and the implications of the government's policy of 
minimizing consumer subsidies. In fact, for a variety of 
commodities such as sugar, corn meal, rice, and wheat, Kenyan 
consumers pay well above the import parity price, primarily due to 
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consumer pricing policies and the exorbitant costs of inefficient 
parastatal marketing and distribution boards. 


FINANCIAL CONSIDERATIONS 


In FY 1984-1985, the government adopted a budget rationalization 
program aimed at making government spending more efficient by 
controlling recurrent expenditures and financing fewer and only the 
most productive development projects. The budget deficit as a 
percentage of GDP declined to 4.5 percent in FY 1984-1985 from 4.8 
percent in FY 1984-1985. However, in FY 1984-1985, the government 
relaxed divestiture plans and the stringent budget operations that 
characterised the early 1980's and the deficit rose to 5 percent of 
GDP. The deficit would have been 7.5-8 percent of GDP without 
generous foreign aid grants. The target deficit for FY 1987-1988 is 
an optimistic 3.9 percent of GDP. Part of the government's fiscal 
problem is that revenues have fallen as a percentage of GDP from 24 
percent in the early 1980's to 20 percent in FY 1985-1986. The 
government's desire to limit its domestic borrowing to no more 

than 40 percent of total domestic credit proved unfeasible. In FY 
1985-1987, domestic borrowing by the government was 45 percent of 
net domestic credit. In view of declining coffee prices and 
increased oi] prices, the international donor community will have 
to play a bigger role in financing the Kenyan budget if the deficit 
is to remain in check. 


The past decade has seen a rapid growth of Kenya's financial 

sector. The country has 23 commerical banks, 50 NBFIs, 37 insurance 
companies, 44 building societies, numerous private pension plans, 4 
development finance institutions, a post office savings bank and 
over 1,000 co-operative savings and credit societies. Kenya's 
financial sector experienced a major crisis in 1986 that led to the 
collapse of two banks and four non-bank financial institutions. The 
government acted quickly to restore public confidence, implementing 
several new banking act amendments aimed at revamping the sector's 
poor financial structure, especially the weak capitalization 
positions of most of the post-1977 institutions. The rapid growth 
of the financial sector, particularly the non-bank financial 
institutions, has slowed down as a result of the tighter 
requirements of the new amendments, which came into full operation 
in mid-1987. All financial institutions were required to raise 
sufficient funds to cover a new capital reserve provision and 
increase liquidity ratios. NBFIs hold assets equivalent to about 
half those held by banks. 


AGRICULTURE 


Agricultural production is the backbone of the Kenyan economy, 
accounting for approximately 30 percent of GDP and engaging over 75 
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percent of the population. In the first decade after independence, 
farm production grew at an average annual rate of 6 percent. From 
1974-1979 the sector's growth rate dropped sharply to 2.4 percent, 
well below the rate of population growth. So far this decade 
performance has rebounded to a 3.35 percent average annual growth 
rate, and would have been above the population growth rate except 
for the 1984 drought related decline. 


The surge in agricultural production after independence was due 
primarily to an expansion of area under cultivation, the break up of 
extensively used large farms and their transfer to intensive use by 
small land holders, the introduction of high-yielding hybrid corn, 
and the rapid adoption of coffee and tea as cash crops by small- 
holders. Smallholders account for more than 75 percent of Kenya's 
total agricultural production and over 50 percent of marketed 
production. More than half of all holdings are under one hectare 
and three quarters are smaller than two hectares. With the 
exception of wheat, smallholder production represents the best 
possibility for increased productivity and employment. 


The key to Kenya's recent good agricultural performance has been the 
government's policy of setting attractive producer prices as an 
incentive for production. The government has also increased the 
amount of fertilizer available the last few years and improved its 
distribution system. A recent consolidation and rationalization of 
its agricultural research system and higher priority given to 
extension services should show favorable results in the future. To 
further enhance output, however, the government must provide 
additional incentives to farmers by liberalizing the crop marketing 
systems, organizing better credit facilities, and most of all by 
dealing with the politically sensitive issue of land reform. 


AGRICULTURAL EXPORTS 


Agricultural products continue to dominate Kenya's foreign trade 
picture, accounting for over two-thirds of its total exports. 
Earnings from coffee, tea, sisal, cashew nuts, pyrethrum, and 
horticultural products are the mainstay of Kenya's export efforts. 
Coffee and tea alone accounted for 65 percent of Kenya's total 
export earnings in 1986 if one excludes re-exports of petroleum 
products. 


Coffee maintained its traditional place as Kenya's leading foreign 
exchange earner in 1986 and widened its lead over both tea and 
tourism because the drought in Brazil caused a 60 percent increase 
in world coffee prices between October 1985 to January 1986. 
Although prices fell back somewhat during 1986, they remained at 
very high levels until the fourth quarter. Because of the high 
prices, the International Coffee Organization (ICO) suspended 
quotas and Kenya was able to export as much as its transportation 
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infrastructure would permit, which was about 2.1 million 60KG bags 
of its high quality Arabica beans. Normal exports to quota markets 
would have been about 1.3 million bags, so Kenya was able to benefit 
as well by reducing its costly stocks. Earnings from coffee in 1986 
exceeded $500 million, or roughly two-thirds above 1985, which was 
an average year. 


Despite the quota suspension and the financial incentive to export, 
Kenya was able only to export as much as it produced in 1986. 

Coffee production has been growing steadily in recent years as 
smallholders plant more coffee trees and improve husbandry practices. 
However, the expanded production has created a difficult bind for 
the government, which is committed to purchasing total production 
through the Coffee Board. In normal times its ICO quota of 2.46 
percent of the giobal quota allows Kenya to export only about 
two-thirds of its production to high paying quota markets, and 
perhaps another 10-15 percent to non-ICO member countries. Thus, it 
must cope with large and growing stock levels and loud demands by 
farmers for faster and higher payments. Kenya will continue to use 
this difficulty to press its case within the ICO for a larger share 
of the global quota. But given the global oversupply of coffee in 
normal times, it is unlikely to get an increase large enough 

to fundamentally alter the situation. 


With no international tea producers' agreement, Kenya has been able 
to sell as much tea as it can produce. It has continued to reaffirm 
its stand against signing any tea agreement that would restrict 
Sales. Tea hectarage is still being expanded, particularly among 
smallholders, and the government recently initiated a tea expansion 
program into high elevation forest areas above the country's existing 
limits of cultivation. Production has improved year by year, 
reaching between 143,000 and 147,000 metric tons the past 2 years 

and expects to reach a record level of 150,000 MT in 1987. 


The tea export situation was remarkably stable through 1985 and 
1986, although at prices about 40 percent below 1984 levels when 
India's restricted exports boosted international prices. Kenya's 
tea industry suffered a severe setback in early 1987, however, when 
Pakistan, its second largest market after the United Kingdom, placed 
Strict limits of tea imports from Kenya. The Pakistani Government 
complained of a severe trade imbalance in Kenya's favor and its own 
inability to promote exports of its goods in the Kenyan market. 
Given the oversupply of tea on the world market and the premium 
prices that Kenya's high qualities command, the effect has been to 
dampen both prices and export volume at the Mombasa tea auction. 


The other agricultural exports exhibited a mixed performance in 
1986. The export of meat and meat products dropped sharply, as did 
sisal. The volume of exports of horticultural products has risen 
Steadily since 1980 but remains constrained by transport 
bottlenecks. Pyrethrum continued its comeback as world market 
prices have risen. 





oe 


Agriculture will remain the centerpiece of Kenya's economy long into 
the future. Exports of agricultural products will also remain the 
key element in Kenya's foreign exchange picture. Producer prices in 
the agricultural sector are just about right, but government 
marketing controls and periodic disruptions in the supply of seeds 
and inputs continue to hold the sector's production well below its 
potential. 


INDUSTRY 


Kenya is the most industrialized country in East Africa and is 
second only to Zimbabwe among the member nations of the Preferential 
Trade Area (PTA) in the eastern and southern Africa region. The 
formal industrial sector is relatively small, however, accounting 
for only 13.3 percent of GDP in 1986. It is made up of 560 medium 
and large, 720 small, and 1600 micro enterprises, that together 
employed 164,000 people. 


In the past, manufacturing demonstrated an impressive rate of 
growth, almost double the rate of the economy as a whole. From 
independence in 1963 until 1974, the Kenyan economy grew at an 
average annual rate of 6.6 percent, while manufacturing increased by 
11 percent annually. After the first oil] crisis in 1973, both rates 
Slowed down, but expansion in manufacturing still was a healthy 5.6 
percent between 1974 and 1981, compared to an overall 4.7 percent 
rate of growth for the economy as a whole. The growth rates for 


both the overall economy and the manufacturing sector have dropped 
even farther in the 1982-86 period, achieving 3.2 and 4.9 percent 
respectively. It is clear that the government will have to make 

some major policy changes to reverse this declining trend and allow 
industry to generate the growth necessary to provide jobs for Kenya's 
growing workforce. 


Following the breakup of the East African Community in 1977, Kenyan 
industry went through a long period of readjustment. The suddenly 
smaller domestic market and the need to import a larger percentage 
of raw materials disrupted the sector and caused balance of payment 
difficulties. Industrial expansion since independence had been 
import substitution oriented and geared to the EAC market. Industry 
was heavily protected and the government created many parastatals. 
Monopolies both in the public and private sectors were favored. 
Kenya now finds itself in the position of having to compete in world 
export markets if industry is to continue to expand. To become 
competitive the government must liberalize its trade regime, as most 
Kenyan industries are dependent on imported raw materials and 
intermediate goods. It must also create a climate more favorable 
for both foreign and domestic investment, which have been declining 
steadily since 1978, and remove impediments such as bureaucratic 
delays and price controls. The Kenyan economy would also be well 
served if incipient moves toward divestiture of poorly performing 
parastatal industries are continued. 





Despite the fall in crude oi] prices and a rise in economic activity 
in 1986, Kenya's petroleum imports dropped by 3.6 percent in volume. 
On a per capita basis oil product consumption declined by about 7.5 
percent. In an effort to conserve foreign exchange Kenya has 
continued to move ahead with diversifying its energy sources, 
primarily by developing its hydroelectrical and geothermal potential. 
The 140 megawatt Kiambere dam/power plant on the Tana River is 
scheduled for completion in 1988 and a third 15 MW geothermal power 
plant in the Rift Valley came on line in 1985. The government has 
also begun work on the 110 MW Turkwe! Gorge hydroelectric project in 
northwest Kenya. In the meantime Kenya's traditional energy sources, 
fuelwood and charcoal, that account for approximately 70-75 percent 
of all energy consumed, are still causing Kenya's forests to be 
depleted at a far greater rate than they can be regenerated. 


To date, despite the drilling of 21 wells since independence, there 
have been no commercial discoveries of hydrocarbons in Kenya. On 
the basis of new geological data and petroleum deposits in 
neighboring countries, however, many multinational oi] companies 
have shown renewed interest in exploration activities. Following 
the Ministry of Energy's symposium in late 1984, at which it 
unveiled its model production sharing contract, the Kenyan 
Government has succeeded in concluding deals on four of its ten 
blocks up for bid. Seismic and gravity studies are currently 
underway and will continue through 1987. Amoco drilled two 
dry-shallow wells in northeast Kenya near Wajir in early 1987, 
and expects to shift to the more promising Lake Turkana area by 
year's end. Total (French) will also begin drilling in north- 
central Kenya in the third quarter of 1987. 


The Mombasa refinery continues to operate at roughly 50 percent of 
capacity, about 40,000 barrels a day. In 1986 exports of refined 
products by volume rose by 13.1 percent over 1985, continuing a 
pattern of fluctuating petroleum product reexports since 1980 that 
has seen what was once Kenya's largest foreign exchange earner cease 
to be a significant factor in Kenya's trade picture. 


Half of the refinery's output is heavy distillates that find no 
ready market domestically or in the region. The Kenyan Government 
would like to embark on an expansion and modernization program for 
the refinery to bring its white product yield up to about 60 
percent. But the specter of several newly operational huge 
refineries in the Persian Gulf makes the program of questionable 
economic value now that crude prices have fallen and has caused the 
government to postpone its plans. 
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IMPLICATIONS FOR THE UNITED STATES 


The United States has a deep interest in the success of the Kenyan 
economy. A considerable amount of American assistance has been 
provided to support the Kenyan Government's freemarket-oriented 


growth strategy. Kenya's relative economic success makes it a model 
for other African countries. 


Over 120 American companies have subsidiaries, affiliates, or branch 
offices in Nairobi. Kenya's capital serves as the commercial center 
for the East African region that includes Tanzania, Uganda, Somalia, 
Rwanda, Burundi, eastern Zaire, and the southern parts of Ethiopia 
and Sudan. The port of Mombasa and Kenya's transportation 
infrastructure are the region's trade arteries. What this means for 
U.S. exporters is that qualified Kenyan agents and distributors, who 
have become a critical element of success in the Kenyan market, can 
service the entire regional market as well. 


1986 saw a significant improvement in the United States' competitive 
position in the Kenyan market due to changes in exchange rates. 
While the shilling/U.S. dollar rate remained fairly stable, the 
shilling depreciated substantially vis a vis the pound sterling, the 
Deutsche mark and the Japanese yen. This swing is helping U.S. 
suppliers in what has always been a very price sensitive market. 


The agricultural sector offers good opportunities for U.S. 
suppliers. Best prospects in this sector include fertilizers, 
agricultural pesticides and insecticides, low technology machinery, 
and management services. Spare parts supply is needed in the 
manufacturing and transport sectors. Lower volume business is 
potentially available in areas such as computers and peripherals, 
food processing and packaging equipment, automotive parts, and 
plastics materials and resins. On the agricultural side, export 
opportunities exist for wheat, processed and high value foods, 
vegetable oils, tallows, livestock breeding material, seeds, anda 
variety of specialty goods. 


An attractive feature of Kenyan market is hard currency 
availability. For most non-luxury goods sourced from the United 
States, the U.S. Agency for International Development (USAID) can 
guarantee payment to the U.S. exporter under its Commodity Import 


Program. As of May 1987 there was $12 million available in this 
program. 


In summary, Kenya's private sector orientation, its role as the 
regional commercial center, and U.S. foreign assistance programs 


offer significant opportunities for U.S. firms seeking to penetrate 
the East African market. 
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